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Performance
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5%
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MSCI AC World Index
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Source: Platinum and MSCI. Refer to Note 1, page 5.
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Disposition of Assets *
REGIoN

$25,000
MAR 2013

dEC 2012

North America

29%

31%

Europe

29%

28%

Japan

16%

21%

Asia

16%

17%

Australia

1%

1%

Africa

1%

1%

Cash

8%

1%

12%

11%

Shorts

The Fund also has a 13% short position in Japanese Government Bonds.

* The invested position represents the exposure of physical holdings
and long stock derivatives
Source: Platinum
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There were some interesting divergences within and among
the major indices this last quarter. The US S&P 500 Index has
broken to new highs and is now above the apparent ceiling
that was established in 2000 and 2007. Money-ﬂows into
equities have been strong with institutional allocations the
highest in two years and indications that money has been
coming out of cash, bonds and commodities to fund equity
purchases. As we had anticipated, Japan bounded ahead in
response to changes in the Bank of Japan's (BoJ) quantitative
easing (QE) policy and the consequent weakening of the yen.
Europe continued to be harassed by over-indebtedness with
Cyprus being the latest victim requiring resuscitation. After
some haggling, which included the unprecedented step of
requiring depositors to bear some of the burden, this latest
disruption seems to have settled. Even with their apparent
superior growth and prospects, the emerging markets of
China, India, Brazil and Russia all recorded declines.

marks a certain ambivalence in markets. While there is
growing evidence of improving economic activity in the US,
suggested by measures such as consumer conﬁdence,
manufacturing activity and rising housing prices, investors are
still reluctant to throw caution to the wind. This is shown by
the divergence in the valuations of defensive companies versus
cyclicals. While the valuations of defensive companies have
now climbed to multi-year highs, both in absolute and in
relative terms, the performance of cyclical industries such as
energy, materials and commodities has been dull and in a
relative sense their valuations are low. This is well-illustrated
by the accompanying sectoral performance table.

To some extent this reﬂects the strength of the US dollar
which is tending to draw money away from the periphery, as
we had projected in the december quarterly report, but it also

overall this has been a proﬁtable period for holders of
common shares with the MSCI World Index in A$ terms rising
6.1% for the quarter and 9.8% for the last 12 months. This
masked the very weak showing of the BRICs (Brazil, Russia,
India and China), with emerging markets as a group achieving
only 1.3%. This inﬂuenced the performance of the Fund
which achieved 5.3% for the quarter and 8.4% for the rolling
12 months.

MSCI World Index Regional Performance (AUD)

MSCI World Index Sector Performance (AUD)
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QUARTER

1 yEAR

SECToR

QUARTER

1 yEAR

Health Care

14%

24%
18%

Japan

11%

8%

United States

10%

12%

Consumer Staples

11%

9%

21%

Consumer discretionary

8%

14%

7%

10%

Australia
Developed Markets

7%

11%

Industrials

Hong Kong

3%

16%

Financials

6%

16%

5%

4%

United Kingdom

2%

9%

Utilities

Europe

2%

9%

Telecommunication Services

4%

10%

8%

Information Technology

4%

-1%

France

0%

Germany

0%

8%

Energy

Asia ex Japan

-1%

6%

Materials
Source: MSCI

Emerging Markets

-2%

1%

India

-3%

2%

Korea

-4%

1%

China

-5%

6%

Source: MSCI
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Changes to the Portfolio
Changes were progressive rather than dramatic with
incremental additions to several existing positions and a
thinning of highly productive holdings. We added to
Vodafone, Carnival Corp (cruise lines) and Baker Hughes (oil
ﬁeld services) and re-entered TNT Express when the stock
tumbled after the failed take-over by UPS (see the European
Fund quarterly report). Holdings of Halliburton
(oil ﬁeld services) and Gilead (pharmaceuticals) were
eliminated after strong gains and Electronic Arts (video
games) and Cisco (internet systems) were trimmed.
Among our Japanese holdings there was elevated activity with
some stocks moving as much as 60% in weeks; some were
eliminated like Daiken, up 50% since entry in october 2012;
and others reduced like Mitsubishi Corp and Shin-Etsu, up
40% and 50% respectively. The overall reduction in Japanese
exposure is attributable to closing the option and futures
positions over the broad Topix Index.
Not all our purchases are household names and some might
even regard them as somewhat risky. Two such new holdings
are PDG Realty, a Brazilian home builder and Jaiprakash
Associates, an Indian based infrastructure owner/builder and
home builder. Both have been tainted by having large
indebted balance sheets and have been stung by weaker
economic activity which has seen their share prices decline to
a fraction of their former glory. We think they are worthy of
inclusion in the portfolio because of their now reviled status
(in markets which only now seem to have tumbled to the
dangers of debt) and the substantial equity that is realisable
from their signiﬁcant saleable asset bases. While clearly
constrained by tighter credit conditions, both face markets
that are beneﬁtting from the drift of people to the big cities
and have sufﬁcient scale to meet diverse sections of the
market. We believe that neither company need aggressively
realise their best assets to meet debt calls and over the next
three to ﬁve years will achieve strong capital appreciation as
market conditions normalise.
Shorting
There were few changes to our short positions at quarter end
which were equivalent to 12% of the portfolio.
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The Japanese Government Bond shorts are predicated on the
likely success of the BoJ achieving their charged goal of
inﬂation of 2%.
Currencies
There has been little change in our underlying currency
holdings. The US dollar and Hong Kong dollar account for
45% of the portfolio, followed by the Euro and European
currencies 34%, Asian currencies ex Japanese yen 15%,
Japanese yen 3% and the Australian dollar 2%.

Commentary
In december we highlighted the likely shift of funds away from
cash and perhaps bonds into equities, caused partly by
unsatisfactory yields but more importantly, because of
improving sentiment. There has been a change in perception
about tail risk (market disruptions from unexpected sources)
and a widely acknowledged acceptance that the principal
Central Banks, now wholeheartedly joined by the BoJ, will do
what is necessary to suppress interest rates until their
economies begin to grow again. This realisation has
encouraged investors to push-up share prices well-ahead of
earnings revisions. In other words, the surge in share prices
since August 2012 has been mainly driven by the P/E
expansion. It is not that hope has buried fear and this can be
shown by the continuing preference for defensive companies,
which are now at extreme valuations, both absolute and
relative, to their long-term history; a 30% premium in fact. At
the same time, companies with more cyclical characteristics
reveal some evidence of neglect. The interesting point here is
that this valuation bias is as true in the US as in other markets.
This is strange given the fact that US companies have
delivered the most impressive earnings improvements since
the crisis and that the market as a whole has expectations of
low anticipated variability of returns in share prices, as
predicted by the VIX1. This probably means we should expect
some rotation to other markets in coming months as their
underlying fundamentals gradually improve. As it stands,
markets are displaying a ﬁne balance between gradually
improving expectations, but with sentiment still tinged with
uncertainty. Valuations in markets outside the US are 15 to
20% lower; this should provide upside potential.

VIX is a ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a popular measure of the implied volatility of S&P 500 Index options.
Often referred to as the fear index, it represents one measure of the market's expectation of stock market volatility over the next 30 day period.
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In the last quarterly report we expressed general optimism
based on improving economic factors, change in risk tolerance
and attractive valuations. While the latter has deteriorated
somewhat in the intervening three months because of strong
upward share price moves, prospects for the other two
variables have probably improved.

•

Currency manipulation which causes undue
competitiveness could also produce negative surprises for
corporate earnings. With the weakness of the yen,
European manufacturers face renewed competition which
must impinge on their proﬁtability. By the same token, a
strong US dollar will have some adverse effects on foreign
earnings translations as well as international
competitiveness for US-based companies.

•

Suppression of borrowing costs to well-below long-term
clearing levels seem bound to create misallocation of
capital but this for the moment is a more distant threat.
By way of example, the search for yield is enabling
emerging countries which were former credit outcasts to
sell sovereign bonds at well-below double digit yields and
indeed companies within these countries are engaging in
cross-exchange borrowing. This over-dependence on
foreign funding was indeed the cause of problems for parts
of Asia in the late 90s but it is our view that is far too early
to make a similar call.

What can unsettle this seemingly finely balanced
opportunity?
As a sense of well-being is predicated on Central Banks
maintaining control of cheap money and encouraging credit
growth, anything that disrupts this intravenous feed can be
expected to unsettle markets.
•

Inflation is seen as the most likely disruptive threat but it
needs great selectivity of data to ﬁnd evidence of it
picking-up speed. Even in countries with relatively weak
currencies like the United Kingdom, inﬂation is still
remarkably subdued reﬂecting under-utilised resources
while in the US, the general price index seems to be
heading lower.

•

Ironically, the more subdued growth rates in emerging
markets, together with a strong supply response to
recently elevated prices of commodities, is helping to
subdue raw material prices. So while demand continues
to grow, for the moment it seems that supply is more
than adequate. Improved energy self-sufﬁciency for the
US is the big topic of the day but we should not lose sight
of the fact that the supply-demand balance for liquid
hydrocarbons is as tight as it has ever been. The gap
between supply and demand globally is a mere 2 to 3
million barrels per day out of consumption of 87 million
barrels per day.

•

Political disruption could be another destabiliser and
here again one would be hard pressed to identify widespread civil unrest caused by ﬁscal austerity. In fact, the
European Union seems to be softening its position on
budget deﬁcits and seems willing to extend the time
scale for ﬁscal rebalancing.

•

Earnings shortfalls cannot be ruled out and analysis of
the extraordinary resilience of US company proﬁts reveals
that productivity gains have been kept by companies.
obviously, European and Japanese companies do not, as
of yet, have the same buoyant domestic economic
conditions.

It is not as though we have become born-again believers in QE
as we remain convinced that the steps now being taken, to
ameliorate what is essentially a deleveraging cycle, will have
some longer term negative consequences, particularly the
misallocation of capital. However, markets are still tinged with
caution and we are ﬁnding investment opportunities without
having to stretch expectations beyond the probable. Useful
markers in the months ahead may be a weak gold price in US
dollars (reﬂecting improving conﬁdence), relative strength
among banks (revealing improving economic conditions and
falling solvency fears) and upward trending bond yields
(suggesting an improvement in underlying growth and the
demand for credit).

Outlook
After the strong start to the year it would be unusual if there
was not some backﬁlling of prices as investors wait for more
conﬁrmation of their hopes both on the economic and
company earnings fronts. We are encouraged by the large
divergence in stock price behaviour and the fact that there are
interesting companies we can buy at attractive valuations.
There is certainly no shortage of social and economic issues
that need to be addressed around the world but so long as
yields are suppressed, investors will be faced with the difﬁcult
choice about how much risk they should carry. This should give
sound companies a solid underpinning.
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Notes
1. The investment returns are calculated using the Fund’s unit price and represent the combined income and capital return for the speciﬁc period. They are net of
fees and costs (excluding the buy-sell spread and any investment performance fee payable), are pre-tax, and assume the reinvestment of distributions. The investment returns shown are historical and no warranty can be given for future performance. you should be aware that historical performance is not a reliable
indicator of future performance. due to the volatility of underlying assets of the Funds and other risk factors associated with investing, investment returns can
be negative (particularly in the short-term).
The inception dates for each Fund are as follows:
Platinum International Fund: 30 April 1995
Platinum Unhedged Fund: 31 January 2005
Platinum Asia Fund: 4 March 2003
Platinum European Fund: 30 June 1998
Platinum Japan Fund: 30 June 1998
Platinum International Brands Fund: 18 May 2000
Platinum International Health Care Fund: 10 November 2003
Platinum International Technology Fund: 18 May 2000
2. The investment returns depicted in this graph are cumulative on A$20,000 invested in the relevant Fund over ﬁve years from 31 March 2008 to 31 March 2013
relative to their Index (in A$) as per below:
Platinum International Fund - MSCI All Country World Net Index
Platinum Unhedged Fund - MSCI All Country World Net Index
Platinum Asia Fund - MSCI All Country Asia ex Japan Net Index
Platinum European Fund - MSCI All Country Europe Net Index
Platinum Japan Fund - MSCI Japan Net Index
Platinum International Brands Fund - MSCI All Country World Net Index
Platinum International Health Care Fund - MSCI All Country World Health Care Net Index
Platinum International Technology Fund - MSCI All Country World Information Technology Net Index
(nb. the gross MSCI Index was used prior to 31 december 1998 as the net MSCI Index did not exist).
The investment returns are calculated using the Fund’s unit price. They are net of fees and costs (excluding the buy-sell spread and any investment performance
fee payable), pre-tax and assume the reinvestment of distributions. It should be noted that Platinum does not invest by reference to the weightings of the
Index. Underlying assets are chosen through Platinum’s individual stock selection process and as a result holdings will vary considerably to the make-up of the
Index. The Index is provided as a reference only.
3. Long invested position represents the exposure of physical holdings and long stock derivatives. The net invested position represents the exposure of physical
holdings and both long and short derivatives.

Disclaimer
This publication has been prepared by Platinum Investment Management Limited ABN 25 063 565 006 AFSL 221935 trading as Platinum Asset Management (Platinum®). It contains general information only and is not intended to provide any person with ﬁnancial advice or take into account any person’s (or class of persons’)
investment objectives, ﬁnancial situation or needs. Before making any investment decision you need to consider (with your ﬁnancial adviser) whether the information is suitable in the circumstances.
Platinum is the responsible entity and issuer of units in the Platinum Trust Funds® (the Funds). you should consider the PdS and Supplementary PdS in deciding
whether to acquire, or continue to hold, units in the Funds. you can obtain a copy from Platinum’s website, www.platinum.com.au, or by phoning 1300 726 700
(within Australia), 02 9255 7500, or 0800 700 726 (within New Zealand), or by emailing to invest@platinum.com.au.
No company in the Platinum Group® guarantees the performance of any of the Funds, the repayment of capital, or the payment of income. The Platinum Group
means Platinum Asset Management Limited ABN 13 050 064 287 and all of its subsidiaries and associated entities (including Platinum).
© Platinum Asset Management 2013. All Rights Reserved.

MSCI Inc Disclaimer
Neither MSCI Inc nor any other party involved in or related to compiling, computing or creating the Index data (contained in this Quarterly Report) makes any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or ﬁtness for a particular purpose with respect to any of such data. Without limiting any
of the foregoing, in no event shall MSCI Inc, any of its afﬁliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost proﬁts) even if notiﬁed of the possibility of such damages. No further
distribution or dissemination of the Index data is permitted without express written consent of MSCI Inc.

